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K mart Corporation 


1977 HIGHLIGHTS 



1977 

1976 

Sales 

$ 9 , 941 , 398,000 

$8,381,879,000 

Kmart, Kresge and Jupiter stores 

1,782 

1,646 

Net income 

$ 302 , 919,000 

$ 266,574,000 

Earnings per common and common equivalent share 

$ 2.43 

$2.15 

Cash dividends declared 

Per share 

$ 68 , 064,000 
569 

$ 38,740,000 
329 

Employee compensation and benefits 

Per sales dollar 

$ 1 , 416 , 464,000 

14 . 25 % 

$1,199,819,000 

14.31% 

Depreciation and amortization—owned assets 

Per sales dollar 

$ 64 , 513,000 
. 65 % 

$ 55,877,000 
.67% 

2 Fixed asset additions—owned assets 

$ 161 , 996,000 

$ 123,166,000 


Satisfaction Always 6 

1977 Financial Review 
and Statements 14 

Directors and Officers 35 
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TO-OUR SHAREHOLDERS 


• We ate. pleased to-report" • ;.". • 

. record : -.sales'ahd.pf.ofits'-for;1977. 

. Kmart Corporation'ssaleswere C 
. 59,941.398,000 as compared withY.' - 
'•sales of.SS,381/879,'0(X).reponed ';/- ;■ 
in the orion veaf.':an-increase'of' 
•18.6%:.,:/:,. \ : 
• v/Ouf consolidated net income 
for the'vear was S302-.9].9,000/ap:/’ • 
13.6%-fro.m the 526.6,574;000- v;t 
• 'earned irv;J 976..This''resulted in- : '' 

! earnings'per share in-1977.of.-. - -' y *" 
:-S2;43 compared with.'S2.'lo ; ind 976. 

' ; • r A11;subsidiariesfcoritr-ibated V-/.- " 
r. to The record’sales and earnings./ 
improvement;.with a'particularM.C - 
-strorig-peffpnnancemrne d-in.by-';-- ' 


; % mart Enterprises, 1 nc„-our: 

' automotive and sporting goods.;-.,:. 
: ; subsidiant'iCE:r. reached a-'.mile-- : 
i-stone for th'eyeaf producing.sales'.-T 
"volume-in excess of-'Sl .billionbyhyb- 
1' Both-oupAustraliamand' 
'.Canadian subsidiaries had''f,y;f-'Ct;‘ - 
substant ial ly i mprov , ed ; o'pef a tih'g'.' 
..YesultsiJftow'eyef/asia'r^ult of- /‘/-T 
: currency. fluctaatiOnsi-the.-•’ ;-y. 
■.Canadianl'company had a sales.': /;.// 
yincrea'se qfless than ~1%/and/ -y. '•"? . 
. contributed about' r/2 .the'-’ ■f 
earhfngsprodaced in:T976 when • y 
Tianadia h'dollars vverebbnverted 1.- 
: to .y.S;'dollars.v.7‘'.7Tt-'-t' : r ;.v mb 

■.-\:.;Thejrnpact offpreignC y o 
■ currency; exchange.ratescausecl'r-'-'-.'; • 


• year-to-vea'r operating compari¬ 
sons to be.distof.ted;'The-l 9.76/..7:-_ • 

.- earnings ihcludecLacurrency gain 
l"of2? ; per share,-andthe 197*7 • 

eammgs'inCluded'a.curxericy. 
loss of mbre-than 69'per share. 

--y .'’*Quartefiy.'diyidends were;: ‘. 
rraised.to’an annual ratetof-56?. 1 -. 
.per.share. This75%increase": ' >_ 

: from'the'1976 le velbe came. -1 • . ; 
effective'\vftfft5eTune-1'3..y; 

. quarterly paymentnaf 14? perr-y-r: 
•-shard-andmarks lhell3th“year' - 

-uhatdividehds'.havebeeh-f- 7 .;' my y 
- increased./ / ' -/’-. 

; -vThisisThe first annual report - -. 
-since shareholder action in May 
~bf-T977 changed the-name-pf-youri. - : 
company-from S:-S.-Kresge—./•/- 
: Company to K_marf Corpora born 
.'-1; -TTie-change'was.recom--.. l v/-. 
-mended.;by-the Board-of;.p f. ~ >•'-;* 
fDirectors'sothatthecorporate-.'- --- 
: name wouldidentifyfthe' -?,? 
.company's' princiRaLbusihess-a--. - 
/In fiscal..! 977.1 ; K-lmaft sales' T-* ? 
'•.accounted4or-95:6.%ioithe. - 'pi;'-.. 

_ company/bdomest ic 'con solid a ted. 
-..sales;.Saiesofkresge stores. /. 

1 produced-317% bf.the sales.' 
Rma'rtco'ntributed-95._9%',of -l-.' • - 
..the pre-tax profit; whilelKresge . C. 
A sr6tesproduced:3;4%.Cy..- r •• -'/ 

■ /./ The decision tobharige the M > 
Tcorpofatename wasnot only to'/;/ 
_ r<Kht‘ifypubprifhary-busihess •• 
; :■ operat io n, b u t re.flec fedy r?;~" 
managements confidence in the—.' 
outstanding potential ioffutureZ ■' 
-growth of .the K" mart'division: -. 
’-The basis of themame change' 

.’-.was as-a'result of the-decisjorr.' 

.in the early 1960s to diversify:-- ..- 
-.outofthematufeTariety-store. ’ 


• .'industry, and to tbb vein to'the-;'; . 

l. ;mainst£eam_o£genetar merchanr -f./ 
disih'g with tbe'developmeht of •- y’ ' 
..: K mart'..- T -;. ;•^y •- f_. 

With.t.he-first i^uq.pT the/-"fy 1 
3 p-K man"'’Annual-•RepoQlXvypiild-j.' 

. •' like to reviewrourevafuationjof y. 

, the general merchandise-yy;,: V: 

• -in dustry' and.bur.fole in'that?.''--.-,- ■ 

T-. industry'. We hope'that.it will .- ?. '.1; V 
'/-"help.you'ifoyunderstarid whyAve-...' •,•!•:. 

- .-are continuing to recruit and 
-/train highly'rnotivate'dpeople, 

. why w.e afe continuing astro'ngyi' y-' 

P newstore construction-program, _ f' -. 

: /. and why w;e expect to/achieverrjf- 5 ^- 

• f our previouslya'nnQunced sal es?,'.; - _ -• 

aoalof S16'bi:lion'by Januarv.-'-. 

/ -1982P-././-?'•-' ; w .... •. /;•/;-:• ■ 

’■ w: .The retail' busthessjn.tiievv9r^; : - 

- : United States is enormous and •*. 

'jJ isfapjdly growing:-’buns'.highjypt/— •- 
/f.fragmehtedr-Ih-;96'0; : retail sales.//' 
f--inhhe-bb.ited'Stafes.were‘S2!7w';'-yv 

■ /-billi6n:rn.l977.'TetaiLsalesihadf;-../y~ 
'i'.fis'ernbhh es.tima/ed-S706_biili.on.'- : / ■- 

- orahanmial.-increaseoverthey/.;;-, 

- 1-7-year period oT-7l2%Oney : >'/'' : /-. 
,/major component orretaTl stores/'- -.1-- 
lTrep.oried by the Commerce/'y.^yy. 

.■Depanraentis-labeied'the. .W-Vy*? vlf 
•t Gerieral -Mefc handise n group././.f -.y ■_ 

■ '•Th'e.General-.Nlerchcmdfse'gfo.ubV'llT.- 

y':..is.the;third'.rargest.vplumie.('4.'P/:^ ' 
category'-ofstbjes'repor’ted'.byW 

• lthe;Pepa'ftrhdnhqCC6mifidrce}.‘^ 
TrankingiusubebindTheT-;'.' /y/h/. 
"./ classifications of "mofof-vehicle - ? 

•' dealersl/and Tood stores'.’:; L'-yp y:' • / 

.'/.-Th'eilargest category-w;ithin; ; - ,4.. 
the General Merchandise'group'--' -~V- 
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Kmart Corporation 


is the Department Store group. 
Since 1960 the department 
stores have grown at an annual 
rate of 9.4%. 

Within the Department Store 
category are included all the 
conventional or high-fashion 
department stores, all the 
specialty department stores, all 
the large catalog retailers and 
all the discount department 
stores such as K mart. 

Within the Department Store 
group there are a number 
of stores identified as “mass 
merchants’.’ They are the 
retailers that traditionally have 
directed their efforts toward the 
masses. They are the retailers 
A, that sell goods that have a 
broad basic appeal—goods that 
can be sold within a chain store 
kind of environment and 
structure, where the risk of 
carrying a certain item is limited 
because there is demonstrated 
large demand. 

These mass merchants tend 
to sell merchandise in a broad, 
middle-range of price points. 
They tend to avoid the higher- 
end and lower-end and 
concentrate their efforts in the 
great 70% to 80% of the middle. 
Although there are substantial 
variations within the group, the 


mass merchants tend to 
emphasize basic merchandise 
rather than discretionary 
purchases and stress value over 
fashion. 

In the United States today, 
we have what some analysts have 
described as the “big five” mass 
merchants. K mart is the second 
largest volume producer in the 
group and enjoys the most rapid 
sales increase. Other mass 
merchants include the large 
number of regional discount 
store chains and the discount 
subsidiaries of certain high- 
fashion department stores. 

Department of Commerce 
figures are not available for the 
trend of sales nor the magnitude 
of sales for the mass merchants I 
have described, but the available 
evidence suggests that for the 
past 17 years the rate of sales 
increase for the group has been 
between 11% and 12%. During 
the same period, K mart has 
experienced annual sales 
increases in excess of 20%. 

We at K mart consider 
ourselves mass merchants. But 
our strategy for gaining market 
share in this industry is somewhat 
different from the strategy of 
the other members of the “big 
five’.’ Our most important 
competitive strategy is to use 
discount pricing. Our store 
buildings and fixtures are 
designed and built, our merchan¬ 
dise assortments are selected and 
our distribution systems are 
developed in order to offer a 
broad range of general merchan¬ 
dise at the lowest possible 


prices. Customer acceptance of 
our stores and the turnover of 
merchandise that we achieve has 
permitted us to generate satis¬ 
factory gross profit dollars per 
square foot of selling area in 
spite of lower gross margin 
percentages on merchandise sold. 

Perhaps our second most 
significant strategy is the 
development of free-standing 
stores throughout the country 
rather than concentrating our 
efforts in developing anchor 
stores in regional shopping 
centers. This decision has per¬ 
mitted the rapid development 
of stores and gives us the 
flexibility to build in rural 
areas or in high density areas 
where sufficient land may not 
be available for regional centers. 
The development of free¬ 
standing stores was also strongly 
influenced by our conviction 
that convenience of location 
has become increasingly 
important in the minds of most 
consumers. 

Although there are strategy 
differences among the mass 
merchants, there are some 
common perceptions which have 
led to the successful develop¬ 
ment and expansion of the mass 
merchandisers during the past 
20 years. 

The mass merchants have 
been impressed with the 
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increasing homogeneity of the 
American consumer; the result 
of their high level of mobility, 
and the impact on their lives of 
the mass communications of 
television, radio and magazines. 
And that knowledge led to the 
perception that although there 
are regional differences, the 
similarities in merchandise 
preferences for consumers 
throughout the country were far 
greater than the dissimilarities. 
This in turn led to the develop¬ 
ment of more efficient advertis¬ 
ing programs to take full advan¬ 
tage of a national distribution 
of stores. 

The mass merchants have 
been aware that consumers 
were becoming increasingly 
value-conscious and more 
willing to forego expensive decor 
and extra store services. Thus, 
the mass merchants in their 
promotional programs tend to 
emphasize value. And, most 
importantly, the mass merchan¬ 
disers realized that many 
categories of goods which had 
previously been sold in special¬ 
ized retailing facilities were, 
in fact, a most acceptable part 
of their merchandise mix. 

Consider the categories of 
tires, batteries, accessories or 
prescription drugs, or building 
materials and home improve¬ 
ments, or the category of plants 
and garden supplies. All these 
merchandise categories, which 


were only seldom included in 
a conventional department 
store, have become some of the 
most important and fastest 
growing departments of mass 
merchandisers in general, and 
K mart in particular. 

In the past, when considering 
the total market for general 
merchandise retailers, reference 
was made most often to G.A.F. 
sales—the sum of the sales for 
general merchandise stores, 
apparel stores and appliance 
and furniture stores. And, yet, 
the G.A.F. sales category does 
not include the high volume 
merchandising classifications 
which I have just described or 
others which are often made a 
part of the mass merchandiser’s 
offerings. 

In calculating the retail 
market for the mass merchan¬ 
disers, K mart starts with total 
U.S. retail sales. We eliminate 
sales of motor vehicle dealers, 
food stores, eating and drinking 
places, gasoline service stations 
and liquor stores. What remains 
we call “total mass merchandiser 
type sales’.’ Total sales in this 
category approximated S284 
billion in 1977. That is not a hard 
number because it includes some 
minor product lines which are 
not normally carried by mass 
merchants. But the S284 billion 
comes far closer to defining 
the mass merchandise marker 
than the $156-billion figure 
reported for G.A.F. sales in 
1977. There is every indication 
that the mass merchants will 


further expand their range of 
merchandise and services and 
continue to be the dominant 
force in general merchandising. 

K mart has a depth of 
management personnel, strong 
financial resources and an out¬ 
standing retail store-distribution 
center network in place, and 
excellent customer acceptance. 
We are committed to provide 
value, quality, customer satis¬ 
faction and convenience as we 
continue to expand our principal 
retail facility—K mart—within 
that dynamic mass merchandise 
market. 

March 11. 1978 



Chairman of the Board 
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SATISFACTION ALWAYS 


Great retailing institutions in the 
United States such as Kmart 
Corporation ultimately earn their 
success offering their customers 
value. Since 1962, when your 
company changed its course of 
direction from opening variety 
stores to an aggressive program 
of opening single floor department 
stores, the cornerstone of this 
strategy has been to offer the 
consumer goods of high quality 
and durability at prices substan¬ 
tially lower than the competition 
was generally offering—discount 
pricing. Further, our motto of 
“satisfaction always” has been not 
only an assurance to the customer 
that the merchandise offerings 
found in a Kmart are indeed high 
^ quality, but has been a major 
impetus to our worldwide buying 
organization to seek out new 


merchandise, suppliers and mer¬ 
chandising innovations that will 
provide a continuing flow of ever- 
better merchandise that can live 
up to the stringent satisfaction 
always program. 

In this year’s annual report 
story we are taking the reader 
inside the world of merchandising 
at Kmart Corporation and 
through the development of 
specific merchandise items we 
hope to provide a behind the 
scene look at how Kmart delivers 
quality to the American consumer. 

The development of Kmart’s 
women’s and girls’ apparel 
assortment demonstrates Kmart’s 
efforts. 

Styling is the number one 
factor in gaining customer interest 
in apparel. Buyers extensively 
shop fashion markets worldwide 


reviewing manufacturers’ lines 
before deciding on the look with 
the strongest appeal. 

Kmart’s buying staff, however, 
must go beyond eye appeal to 
insure fit, durability and the lowest 
possible price. The quality control 
process begins with technically 
knowledgeable buyers who can 
evaluate all the variables—fabrics, 
cut, trim, stitching, seaming— 
that determine the quality and the 
cost of the product. By constantly 
researching the fabric market and 
competitive manufacturers, 
buyers are able to offer fashion 
at discount prices. 

Before Kmart places an 
apparel order, the vendor has 
to submit an approved sample 
which is modeled for fit and size 
specifications. The sample then 
goes to our own quality control 
laboratories where tests for shrink¬ 
age, color fastness and durability 
are performed. As garments are 
manufactured, production line 
samples are tested. Re-orders of 
the same merchandise receive 
frequent and thorough review. 
Warehouse inspection teams 
continually check shipments and 
prepare vendor analysis reports on 
all their inspections. In addition, 
store department managers 
provide their evaluations on 
merchandise received in their 
departments, and on ticketing 
and packaging. 

The dresses that are in K mart’s 
apparel departments now reflect 
this pursuit of quality. They also 
reflect current trends in designs, 
fabrics and colors. 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 




Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 







In K mart’s camera and 
camera accessories departments, 
customers can find a dozen quality 
national brand lines at prices 
generally lower than can be found 
elsewhere. 

But there is one quality line 
that can be purchased only at 
Kmart—Focal. Kmart’s Focal 
assortment offers a full line of 


photographic needs. 

One outstanding Kmart Focal 
product is film which was devel¬ 
oped seven years ago by Kmart 
to give consumers a high quality 
film at a true discount price that 
would still generate a reasonable 
net profit for the company. Buyers 
worked with two manufacturers 
to develop a film exclusively for 
our stores. A prominent American 
film manufacturer was selected 
to produce our product. 

Kmart stocks Focal film in 
its own distribution centers in 
controlled quantities to insure 
its freshness. Quality is also 
maintained by constant laboratory 
testing of sample packages. 

When the company began 
assuming Kmart home improve¬ 
ment departments from a licensee 
in 1969, company merchants 
started tailoring the merchandise 


mix and changing pricing and 
promotional structures. 

Immediate emphasis was 
placed on developing an exclusive 
paint line so Kmart could more 
effectively control quality and 
color selectivity, and offer 
nationwide discount prices and 
warranties that would reflect 
Kmart’s satisfaction always policy. 

In this line, Kmart recognized 
the need to have its own top-of- 
the-line exterior latex house paint 
if the company were to compete 
for its share of the market. 

Kmart surveyed name brand 
manufacturers to determine the 
most desirable qualities of a 
top-of-the-line exterior house 
paint. From the manufacturers’ 
information and from Kmart’s 
own analysis of competitors’ 
quality products, the buyers 
determined that, in an exterior 
house paint, do-it-yourselfers 
wanted: durability, non-yellowing, 
one coat coverage, gloss retention, 
and resistance to mildewing, 
chalking and blistering. 

Kmart then asked several 
manufacturers to formulate such 
a product and submit it to Kmart 
along with quantity cost bids. 
These samples were thoroughly 
tested by the manufacturers and 
selected testing laboratories. After 
Kmart chose the quality product 
it wanted, a label was designed 
to emphasize the quality of the 
paint. 

The effort spent in the 
development of the product and 
the label has resulted in wide 
customer acceptance. 
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The automotive accessories 
department was another major 
area where a concentrated effort 
was made to develop exclusive 
quality products that could be 
sold at K mart’s low prices. 

Typical of the quality products 
that evolved are K mart’s KM tires 
which are manufactured for the 
company by two of the world’s 
leading tire and rubber 
manufacturers. 

This association enables 
K mart to utilize the manu¬ 
facturers’ extensive research and 
quality control facilities. K mart’s 
best quality tire—the KM 40 
(radial)—was subjected to 18 


months of research and testing 
before it was offered for sale. 

Programs for quality assur¬ 
ance include preproduction 
evaluation of new tire designs and 
construction, laboratory analysis 
of tires as they come off the lines, 
and road evaluation on test 
links. KM tires undergo endur¬ 
ance, mileage, and high speed 
performance tests, strain and bead 
unseating tests, dimensional 
checks, and X-ray analysis. 

K mart’s KM assortment of 
nine types of tires is a carefully 
selected grouping of basic tires 
needed to fill the demands of the 
majority of American motorists. 
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Kmart is one of the largest 
retailers of sporting goods in the 
world. One important reason for 
this ranking is the company’s 
success in catering to participants 
in the biggest sport in the United 
States—fishing. There are 
approximately 63 million licensed 
fishermen in the country. 

Major national brands such as 
Shakespeare, Zebco, Garcia, 
Diawia, Heddon and Olympic 
have always been important 
contributors to Kmart fishing 
tackle sales. 

Seven years ago Kmart added 
to these national brands by 
directly importing some key 
merchandise items. Shortly there¬ 
after, it became apparent that 
K mart’s rapid growth was making 
it essential to supplement the 
existing assortment with private 
label merchandise where Kmart 
could control production and 
merchandise flow to meet high 
demands. 

Kmart buyers work with 
manufacturers for extended 
periods of time on each private 
brand item to build in quality 
before the product is introduced 
on the market. For example, 

K mart’s popular skirted spool 
spinning reel was under develop¬ 
ment for two years and a 
combined rod and reel that made 
its debut late last year, the Kmart 
“Mini-Max’’ was researched for 
more than two years. 

The quality of the private 
brand tackle and discount pricing 
have made the private label 
products excellent sellers in the 
fishing gear lines. 
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Prior to 1974, basic denim 
jeans in the junior boys’ and boys’ 
furnishings department at Kmart 
accounted for approximately 
■t 'j 18 percent of departmental sales. 
K mart’s buying staff, however, 
felt that an exclusive Kmart 
performance jean would consider¬ 
ably increase these jean sales 
because Kmart could build into 
the garment all the best features 
of the quality namebrand jeans 
then in the marketplace. 

Kmart’s buyers purchased 
samples of all the leading name¬ 
brand quality jeans. A laboratory 
analysis of fabric content, con¬ 
struction, workmanship and fit 
was conducted on all the samples. 


The decision was made that a 
tri-blend, piece dyed jean would 
give the consumer the greatest 
value in durability, fit, appearance 
and price. The first jean intro¬ 
duced—under the Kmart “Our 
Best” label—is the top seller in 
Kmart’s boys’jean assortment 
although four other “Our Best” 
numbers have been introduced 
since 1974. Ninety percent of 
Kmart’s jeans are manufactured 
domestically. 

Every three to four months 
Kmart “Our Best” jeans are 
laboratory tested to insure strict 
adherence to Kmart specifica¬ 
tions. Competitive jeans are also 
analyzed to make sure our quality 
is as good as or better than 
other leading quality jeans. 

The sales results from this 
program have resulted in the 
introduction of a Kmart “Our 
Best” jeans line in Kmart’s 
girls’ and women’s apparel 
departments. 

Kmart is the major retailer of 
national brand merchandise in 
the United States. A national 


brand, by definition, implies 
good quality. However, a store 
that carries the breadth of 
merchandise of a Kmart must sell 
more than just nationally-branded 
products. Kmart assures 
consumers that all merchandise 
on Kmart shelves, regardless of 
the name on the label, is of high 
quality by utilizing a knowledge¬ 
able buying organization, a broad 
quality control program and 
systematic on-site inspection 
programs. 

Ultimately, what consumers 
seek in their purchases is value. 
Value is a function of both price 
and quality of the merchandise. 
Kmart is unquestionably the price 
leader in the industry. That, 
however, is not the reason for our 
success—it is the combination of 
our price and our quality which 
results in high value to the 
consumer that has made us the 
successful retailer we are today. 
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Kmart Corporation 


SUMMARY OF OPERATIONS 

1977 

1976 : 

(Millions) 



Sales 

$9,941 

$8,382 : 

Licensee fees and rental income 

123 

101 > 

Cost of merchandise sold 

7,383 

6,222 L 

Advertising 

240 

191 : 

Interest expense—net 

12 

8 

Selling, general and administrative expenses 

1,851 

1,564 

Income before taxes 

578 

498 

Income from retail operations 

301 

266 ■ 

Net income 

303 

267 : 

STATISTICAL INFORMATION 



Earnings Per Common and 



Common Equivalent Share 

$ 2.43 

$ 2.15 

Return on Sales 

Income before taxes 

5.8% 

5.9%. 

Income from retail operations 

3.0 

3.2 ■ 

Net income 

Sales Analysis (Millions) 

3.0 

3.2 ■ 

K mart 

$9,447 

$7,870 

Kresge and Tupiter 

494 

512 ! 


$9,941 

$8,382 

U.S. 

$9,064 

$7,552 ’ 

Foreign 

877 

830 ' 


$9,941 

$8,382 

Stores in Operation 

K mart 

1,367 

1,206 . 

Kresge 

329 

349 : 

Jupiter 

86 

91 ' 


1,782 

1,646 

U.S. 

1,582 

1,458 : 

Foreign 

200 

188 


1,782 

1,646 ; 

Selling Area Square Feet (Millions) 

K mart 

82.8 

74.6 

Kresge and Jupiter 

5.3 

5.7 


88.1 

80.3 

Employee Compensation & Benefits, 



Per Sales Dollar 

14.3 

14.3 . 

Financial Ratios 

Current Ratio 

2.0 

2.0 •• 

Inventories/net working capital 

1.7 

1.6 ■ 

Return on assets (beginning) 

10.6 

11.2 ■ 

Return on stockholders' equity (beginning) 
Common Stock Market Data 

21.0 

22.3 : 

Price range—high 

407/s 

43% 

—low 

253/4 

31% 

P/E Ratio (average) 

13 

18 

Book value 

13.87 

11.90 

Dividends declared 

.56 

.32 r 

Dow-Jones Ind. Index—high 

1000 

1014 1 

—low 

801 

858 ' 



Data reflects a change in accounting for leases in 1977 only (see Financit- 
stock splits and reclassification of state and local income taxes. 
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1975 

1974 

1973 

1972 

1971 

1970 

1969 

1968 

$6,798 

$5,536 

$4,633 

$3,837 

$3,100 

$2,559 

$2,185 

$1,732 

85 

76 

69 

65 

62 

53 

45 

36 

5,053 

4,248 

3,504 

2,900 

2,328 

1,937 

1,659 

1,304 

157 

137 

107 

90 

68 

65 

54 

35 

12 

21 

13 

8 

9 

9 

8 

4 

1,255 

1,013 

822 

694 

569 

466 

395 

328 

406 

193 

256 

210 

188 

135 

114 

97 

209 

102 

136 

115 

96 

67 

54 

48 

201 

105 

138 

117 

98 

68 

54 

48 

$ 1.64 

$ .87 

$ 1.15 

$ 1.00 

$ .85 

$ .62 

$ .52 

$ .46 

6.0% 

3.5% 

5.5% 

5.5% 

6.1% 

5.3% 

5.2% 

5.6% 

3.1 

1.8 

2.9 

3.0 

3.1 

2.6 

2.5 

2.8 

3.0 

1.9 

3.0 

3.1 

3.2 

2.7 

2.5 

2.8 

$6,273 

$5,002 

$4,101 

$3,288 

$2,557 

$2,014 

$1,640 

$1,201 

525 

534 

532 

549 

543 

545 

545 

531 

$6,798 

$5,536 

$4,633 

$3,837 

$3,100 

$2,559 

$2,185 



$6,108 $4,968 $4,207 $3,490 $2,812 $2,329 $1,994 $1,582 

690 568 426 347 288 230 191 150 




60.3 

52.6 

44.3 

37.7 

31.4 

26.1 

20.8 

16.5 

6.1 

6.8 

7.4 

7.8 

8.2 

8.5 

8.8 

9.0 

66.4 

59.4 

51.7 

45.5 

■' 39.6 

34.6 

29.6 

25.5 


14.3 

14.5 

14.4 

14.6 

14.5 

14.7 

14.5 

14.7 

: 2.0 

2.3 

1.9 

1.9 

2.1 

2.2 

1.6 

1.8 

, 1-5 

1.3 

1.7 

1.6 

1.4 

1.2 

1.8 

1.5 

: 10.6 

6.3 

9.9 

10.5 

10.4 

8.5 

8.3 

9.0 

; 19.8 

11.3 

17.3 

20.9 

20.9 

18.3 

17.0 

17.3 

35% 

38% 

51V 8 

49% 

33% 

19% 

20% 

15% 

20% 

18% 

28% 

31% 

18% 

11 Vs 

12% 

8% 

18 

33 

34 

41 

31 

24 

32 

26 

* 9.93 

8.45 

7.73 

6.70 

5.03 

4.24 

3.56 

3.09 

.24 

.22 

.20 

.173 

.167 

.147 

.133 

.113 

881 

891 

1051 

1036 

950 

842 

968 

985 

632 

577 

788 

889 

797 

631 

769 

825 

tatements— 

-Note G), the adoption of LIFO 

in 1974, all poolings-of-interests. 
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Kmart Corporation 


THE YEAR IN REVIEW 


K mart Corporation (formerly S. S. Kresge Company) 
distributes a wide range of merchandise through the 
operation of a chain of discount department stores 
(Kmart), variety stores (Kresge) and limited-line dis¬ 
count stores (Jupiter). Operations are conducted through 
1,782 stores located in the United States, Canada, Australia 
and Puerto Rico. Kmart is currently operating in 256 
out of the 275 Standard Metropolitan Statistical Areas 
(SMSAs) in the United States. Additionally, the com¬ 
pany is involved in the life, accident and health insurance 
field through the ownership of Planned Marketing 
Associates, Inc. (PMA). 

More than 95% of the company’s business is generated 
by the Kmart operation. These 1,367 stores are generally 
one floor, free-standing units ranging in size from 40,000 
square feet to 96,000 square feet. 

Kmart stores generally are one of four basic proto¬ 
types. For the heavily populated urban and suburban 
areas of the country, the standard is an 84,000 square foot 
unit. A 68,000 square foot unit is primarily used for 
s- medium sized cities or in less densely populated locations 
J.O in major metropolitan areas. For the somewhat smaller 
market, often found in the outer fringes of metropolitan 
areas, there is a 55,000 square foot unit. Finally, a 40,000 
square foot unit serves the small, more rural market. 

Store expansion continued in 1977 with 161 K marts 
opening during the year which represented the second 
largest store opening program since the inauguration of 
the Kmart concept in 1962. The current year was sur¬ 
passed only by the prior year when most of the 271 stores 
opened during that year were previously owned build, ngs. 
The 432 stores opened during 1976 and 1977 exceeded 
the company's prior expectations of opening 400 stores 
during the same two-year period. 

Of the 161 K marts opened during the year, eight were 
in Canada and five in Australia. The 148 domestic 
K marts opened during the year included 69 of the smaller 
prototype units, which now total 218 since the first was 
opened in 1974. The following schedule summarizes the 
expansion program in 1977: 

Kmart Kresge Jupiter Total 

Stores in operation 

January 26, 1977 1,206 349 91 1,646 

Stores opened 161 161 

Stores closed _ (20 ) _(5) (25) 

Stores in operation 

January 25, 1978 F367 329 86 1,782 


In 1977, total Kmart selling area increased 11.0% to 
82.8 million square feet. In the past 10 years, Kmart 
square feet of selling area has increased at a compound 
annual rate of 20.5%. The company continued to close 
selected Kresge and Jupiter stores that did not meet 
corporate return on investment objectives. 



■70 ’71 ’72 ’73 ’74 ’75 ’76 T7 


I V | K n-.arl | [ Kresge and Jupiter 

Sales in 1977 were a record $9.94 billion, an increase of 
18.6% over the $8.38 billion in 1976. Sales for the year 
were in line with expectations as a favorable general 
economic climate and healthy consumer attitude prevailed 
for most of the year. All divisions had favorable sales 
increases. Prior to conversion of foreign subsidiaries' 
sales to U.S. dollars, Canadian sales increased 8.5% and 
Australian stores achieved a 30.9% sales increase over the 
prior year. Following is a summary of domestic and 
foreign sales for the prior two years: 

{In Millions U.S. $) 1977 1976 Increase 

Domestic $9,064.2 $7,552.2 20.0 

Canadian 572.1 570.9 .2 

Australian 305.1 258.8 17.9 

Total $9,941.4 $8,381.9 18.6 

In the past 10 years, the company’s sales have grown 
at a compound annual rate of 21.8%. 
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Net income reached a record $302.9 million in 1977, an 
increase of 13.6% over the $266.6 million earned in 1976. 
Earnings per common and common equivalent share 
rose to $2.43 per share, an increase of 13.0% over the $2.15 
per share in 1976. Following is a summary of domestic 
and foreign net income for the prior two years: 

% 

Increase 


(In Millions U.S. S) 

1977 

1976 

(Decrease) 

Domestic 

$292.4 

$250.8 

16.6 

Canadian 

6.4 

12.3 

(48.0) 

Australian 

4.1 

3.5 

17.1 

Total 

$302.9 

$266.6 

13.6 


Net income in 1977 was adjusted for currency fluctua¬ 
tion losses of $8.2 million versus a $3.0 million gain in 
1976, a swing of $11.2 million. Canadian results were 
severely affected by the drop in the value of the Canadian 
dollar relative to the U.S. dollar, which resulted in a $8.8 
million charge in 1977 versus a $3.9 million gain in the 
prior year for currency fluctuations. Additional informa¬ 
tion on currency fluctuations is summarized in Note (H) 
of the accompanying Notes to Consolidated Financial 
Statements. 

In the past 10 years, the company's net income has 
grown at a compound annual rate of 24.1%. 

The increase in net income was the result of the joint 
efforts of all divisions. However, due primarily to cur¬ 


rency fluctuation adjustments, the pre-tax income margin 
was 5.8% in 1977 compared with 5.9% in 1976 and the net 
income margin was 3.0% in 1977 compared with 3.2% in 
the prior year. These profit margins were among the 
highest the company has achieved since the Kmart 
program began. 



Although the U.S. economy was generally strong dur¬ 
ing the year and consumer buying attitudes were positive, 
competitive factors in most major markets and aggressive 
K mart promotional programs caused some pressure on 
gross margins. 

Also, the impact of inflation through utilization of the 
last-in, first-out (LIFO) method of inventory valuation 
was greater in 1977 than 1976. 

K mart Apparel Corp., the company's women's ready- 
to-wear subsidiary, achieved excellent sales increases over 
the prior year. However, the earnings increase did not 
match the sales increase, due primarily to gross margin 
pressures from increased markdowns and promotional 
price reductions over the prior year. 

The overall sales and earnings performance of K mart 
Enterprises, Inc., the company’s automotive and sporting 
goods subsidiary, was very satisfactory. Kmart Enter¬ 
prises, Inc. is continuing to assume the remaining auto¬ 
motive departments operating under a licensee agreement, 
and will complete the takeover of all licenses by the 
end of 1978. 
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K mart Corporation 


Results of Foreign Operations: K mart Canada Limited 
operations improved during 1977 despite Canada’s con¬ 
tinuing economic problems. Earnings from operations 
prior to currency fluctuation losses were significantly 
above the prior year. 

Kmart (Australia) Limited operations continued to 
improve in 1977 and sales volume continued to show 
significant increases. Gross margins were slightly lower 
than the prior year due to greater promotional activity 
but were more than offset by effective expense control. 
K mart (Australia) Limited is 51% owned by the com¬ 
pany and 49% owned by G. J. Coles & Coy. Limited, a 
major food and general merchandise retailer in Australia. 

Licensee Operation: The Meldisco Division of Melville 
Corporation is operating all K mart footwear departments 
in the United States. Kmart Corporation’s equity in 
1,030 footwear departments is 49% and the equity in the 
other 213 footwear departments will be increased to this 
level within the next two years. 

The earnings contribution from the footwear depart- 
, ments increased substantially in 1977 due to excellent sales 
I and the company’s increasing equity interest. Sales for 
the licensee footwear department were $438.4 million in 
1977, an increase of 23.4% over the $355.3 million in 1976. 
K mart Corporation does not include the footwear depart¬ 
ment in its reported sales. K mart Corporation’s minority 
interest net income was $17.0 million in 1977, an increase 
of 53.2% over the $11.1 million in 1976. 

Results of Insurance Operations: The operating results 
of Planned Marketing Associates, Inc. (PMA), the com¬ 
pany’s wholly-owned insurance subsidiary, were much 
improved in 1977 and reflect the continuing efforts of man¬ 
agement to establish a sound foundation for future growth. 

In 1977, PMA concentrated on reducing its volume of 
unprofitable business while establishing a field force of 
career agents to market more conventional forms of 
insurance products. The large investment in establishing 
the field force reduced the overall profitability in 1977 and 
will continue to do so to a lesser degree in future periods. 
This investment is considered by management to be 
fundamental to the continued expansion and profitability 
of insurance operations. 

Dividends paid in 1977 were $.50 per share, an increase 
of 67% over the $.30 per share paid in 1976. Quarterly 
dividends were increased in 1977 to an annual rate of 
$.56 per share, a 75% increase over the annual rate of $.32 
per share in 1976. This marked the 13 th consecutive year 
that dividends have been increased. 


Dividends per share paid by quarter for 1977 and 1976 
were as follows: 


Quarter 

1977 

1976 

First 

$.08 

$.06 

Second 

.14 

.08 

Third 

.14 

.08 

Fourth 

.14 

.08 

Total 

$.50 

$.30 

In the past 10 years, the company’s dividends paid have 
grown at a compound annual rate of 17.8%. 



Market Value of K mart Corporation Common Stock: 
The following schedule presents a summary of the com¬ 
pany’s market value per common share as reported by the 
New York Stock Exchange Composite Transactions 
listing: 


1977 1976 


Calendar 

Quarter 

High 

Low 

High 

Low 

First 

407/8 

31% 

39% 

31% 

Second 

33/8 

25% 

38% 

33% 

Third 

31% 

26% 

41% 

35% 

Fourth 

3114 

26 

43% 

38% 
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Equal Employment Opportunities: The company's com¬ 
mitment to providing equal employment opportunity in 
all its operations and in all areas of employment practices 
continued to be favorably reflected by data compiled from 
the company’s Employee Information Reports EEO-1 
for 1977. Based upon these reports, the category of 
“Officials and Managers” totalled 31,656 persons, of 
which 46.5% are females and minorities. 

K mart’s Financial Structure Continues to Strengthen: 
K mart Corporation’s financial policies have always been 
formulated to assure a strong and viable financial struc¬ 
ture. The continuing adherence to these policies has 
enabled the company to continue its aggressive expansion 
program and provide a flexible framework within which 
to operate. Including capitalization of 1977 leases only, 
the company’s debt to capitalization ratio was 20.9% at 
the end of the 1977 fiscal year of which equity represented 
79.1% of the total capitalization structure. 


Capital Structure 




%to 


% to 

{Millions) 

1977 

Total 

1976 

Total 

Short-term debt 

$ 4.4 

.2 

$ 1.4 

.1 

Long-term debt 

210.8 

9.9 

210.9 

12.2 

Capitalization of 





leases 

152.1 

7.1 



Deferred gain on sales 





and leasebacks 

7.8 

.4 

8.1 

.5 

Deferred taxes 

71.4 

3.3 

61.0 

3.5 

Equity 

1,687.8 

79.1 

1,441.8 

83.7 

Total Capitalization 

$2,134.3 

100.0 

$1,723.2 

100.0 


In conformity with the Financial Accounting Standards 
No. 13—Accounting for Leases, included in the company’s 
capital structure in 1977 are capital leases related to retail 
facilities opened in 1977. The effect was to reduce net 
income $556,000 for 1977. The company plans to make 
retroactive adoption of Financial Accounting Standards 
No. 13 in 1978. Under the company’s present under¬ 
standing of the lease accounting criteria, the effect 
of retroactive adoption is summarized in Note (G) of 
the accompanying Notes to Consolidated Financial 
Statements. 

Stockholders’ equity increased to $1.69 billion, an 
increase of 17.1% over the $1.44 billion reported in 1976. 
Stockholders’ book value per share reached $13.87 per 
share compared to $11.90 per share in 1976, an increase of 
16.6%. In the past 10 years, stockholders’ book value per 


share has increased 414%, or a compound annual rate 
of 17.8%. K mart return on stockholders’ equity (begin¬ 
ning) in 1977 was 21%. The company’s return on stock¬ 
holders’ equity has consistently been among the highest 
in the retail industry. 



*68 *69 *70 *7! *72 *73 *74 *75 *76 *77 


Presently, the company’s cash flow enables it to finance 
future K mart expansion with internally generated funds. 
In 1977, Kmart capital expenditures for owned assets 
were $162.0 million compared with $123.2 million in 1976. 



*68 *69 *70 *71 *72 *73 *74 *75 *76 *77 

Capital Expenditures Depreciation and Amortization 
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Kmart Corporation 


The company intends to continue to strengthen its finan¬ 
cial structure while maintaining its expansion program 
by improving the return on its current investments and 
by exploring opportunities for investments in other areas. 

K mart Corporation Is Confident of Its Future:The com¬ 
pany is confident that it will reach its annual sales goal of $ 16 
billion by January 1982 while maintaining profit margins. 

The company believes that its aggressive store expan¬ 
sion can continue without accepting inferior sites or 
hurting existing stores. The company intends to expand 
into additional SMSAs, but, more importantly, the com¬ 
pany is not fully represented in the 256 SMSAs where it 
is currently operating. 

The company’s sales goal assumes continued store-for- 
store gains, not only to achieve forecasted volume, but to 
continue its expansion program primarily from internal 
resources. In part, these sales increases from existing stores 
will continue to come from refinement and improvement 
of merchandise mix and displays and improved in-stock 
position and turnover. In addition, the company intends 
to continue the expansion in existing stores of new depart¬ 
ments such as pharmacy, building materials and home 
improvements. 

Assessing the decade ahead the company is confident 
there will be a substantial increase in the mass merchan¬ 
dise market, which is not in any real sense threatened by 
changing life styles nor greatly constrained by limitations 
in energy or physical resources. 


Management Discussion and Analysis of Operations 

1977 Compared with 1976: Sales in 1977 reached $9.9 
billion, up 18.6% over 1976. These increases were due 
primarily to new stores, additional departments in many 
K marts, intensification of merchandising, and inflation. 
Pre-tax income increased to $578.2 million, up 16.1% over 
1976. Net income from all operations increased to $302.9 
million, up 13.6%. Earnings per common and common 
equivalent share were $2.43 in 1977 compared with $2.15 
in 1976. During 1977, competitive conditions and aggres¬ 
sive promotional activity caused some pressure on gross 
margins. However, expenses were generally well con¬ 
trolled. Results were affected by an $8.2 million charge for 
currency fluctuation loss in 1977 versus a $3.0 million 
gain in 1976, due primarily to a drop in value of the 
Canadian dollar relative to the U.S. dollar. Also, the 
impact of inflation as reflected in the company’s earnings 
through the use of the LIFO method of inventory valua¬ 
tion was more significant in 1977 than in 1976. 

Licensee fees and rental income increased 21% over 
1976, due principally to excellent sales generated by the 
footwear licensee. 

Advertising expense was $239.8 million in 1977, an 
increase of 25.6% over the prior year. This increase was 
primarily due to a higher level of advertising promotions 
over the prior year. 

Payroll, franchise and property taxes were $171.9 
million in 1977, an increase of 12.9% over the prior year. 

Depreciation and amortization expense for owned 
assets was $64.5 million in 1977 compared with $55.9 
million in 1976. This increase was due to higher depreci¬ 
ation charges related to the company’s accelerated store 
expansion program in 1976 and 1977. 

Start-up expenses were reduced in 1977 to $8.3 million 
from the 1976 level of $ 13.5 million. This reduction is due to 
a store opening program of 161 K mart stores in 1977 com¬ 
pared with the record 271 K mart stores opened in 1976. 

The effective tax rate in 1977 was 47.9% compared with 
46.5% in 1976. Factors contributing to this increase were 
primarily the reduction in the investment tax credit, losses 
from foreign currency fluctuations not deductible for 
income tax, and increases in state and local income taxes. 

1976 Compared with 1975: Sales for 1976 increased to 
$8.4 billion, up 23.3% over 1975. This increase reflects 
the addition of 271 K marts, new departments in many 
K marts, improved merchandising, and inflation. Pre-tax 
income increased to $497.9 million, up 22.6% over 1975. 
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REPORT OF 

INDEPENDENT ACCOUNTANTS 


Net income from all operations increased to S266.6 
million, up 32.7% over 1975. Earnings per common and 
common equivalent share were $2.15 compared with 
$1.64 in 1975. Maintenance of proper inventory controls, 
efficient inventory management, effective expense control 
and an increasingly large number of mature stores oper¬ 
ating in an improving economic environment contributed 
to the profit results in 1976. 

Licensee fees and rental income increased 19.0% from 
1975’s figure. This increase was principally attributable to 
the excellent sales generated by the footwear licensee. Fees 
did not, however, show a proportionate growth to overall 
sales due to the continuing assumption of licensee oper¬ 
ations by the automotive department and a discontinuance 
of the former policy of sub-leasing the supermarkets 
which normally adjoin Kmart stores. In recent years, 
supermarkets opening in conjunction with new K marts 
have been co-tenants of the same landlord. 

Advertising expense, which was primarily for news¬ 
paper media, was $191.0 million, an increase of 21.8% 
over the prior year. 

Interest expense, less interest income, declined 31.4% 
over 1975. A combination of well controlled inventories, 
sufficient funds generated from operations, and lower 
interest rates contributed to the decline. The weighted 
average interest rate on short-term debt was 5.9% in 1976 
and 6.8% in 1975. 

Start-up expenses were $13.5 million in 1976, up from 
$5.0 million in 1975. This increase was due to an acceler¬ 
ated store expansion program in 1976 versus the prior year. 

Payroll, franchise and property taxes were $152.2 
million in 1976 and $107.2 million in 1975, or 1.8% and 
1.6% of sales, respectively. 

The effective income tax rate in 1976 was 46.5% as 
compared with 48.6% in 1975. Important factors con¬ 
tributing to the decline were the significant increase in the 
investment tax credit and gains from foreign currency 
fluctuations which are not subject to income tax. 

Planned Marketing Associates, Inc., the company’s 
wholly-owned insurance company, posted a net profit of 
$344,000 compared to an $8.2 million loss in 1975. Im¬ 
provement was due to the better management of people 
and capital, an improved economic environment, and the 
absence of significant write-downs. 


To the Stockholders and Board of Directors 
of K mart Corporation 

In our opinion, the accompanying consolidated 
balance sheets and the related consolidated state¬ 
ments of income, income retained for use in the 
business and of changes in financial position present 
fairly the financial position of K mart Corporation 
(formerly S. S. Kresge Company) and its subsidiaries 
at January 25, 1978, and January 26, 1977, and the 
results of their operations and the changes in their 
financial position for the years then ended, in con¬ 
formity with generally accepted accounting princi¬ 
ples consistently applied. Our examinations of these 
statements were made in accordance with generally 
accepted auditing standards and accordingly in¬ 
cluded such tests of the accounting records and such 
other auditing procedures as we considered necessary 
in the circumstances. 

Price Waterhouse & Co. 

200 Renaissance Center 
Detroit, Michigan 
March 11,1978 
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CONSOLIDATED STATEMENTS OF INCOME 



Fiscal Year Ended 


January 25, 

January 26, 


1978 

1977 

Sales 

S 9,941,398,000 

$8,381,879,000 

Licensee fees and rental income 

123,059,000 

101,724,000 

Interest income 

10,979,000 

10,968,000 


10,075,436,000 

8,494,571,000 

Cost of merchandise sold (including buying and occupancy costs) 

7,382,900,000 

6,222,265,000 

Advertising 

239,820,000 

190,952,000 

Selling, general and administrative expenses 

1,851,359,000 

1,564,064,000 

Interest expense 

23,163,000 

19,350,000 


9,497,242,000 

7,996,631,000 

Income before estimated income taxes 

Estimated income taxes: 

578,194,000 

497,940,000 

U.S. 

222,051,000 

198,236,000 

Foreign 

15,109,000 

12,253,000 

State and local 

31,909,000 

16,252,000 

Tax effects of timing differences 

8,146,000 

4,969,000 


277,215,000 

231,710,000 

Income from retail operations 

300,979,000 

266,230,000 

Net income from insurance operations 

1,940,000 

344,000 

Net income for the year 

$ 302,919,000 

$ 266,574,000 

Earnings per common and common equivalent share 

S2.43 

$2.15 


CONSOLIDATED STATEMENTS OF INCOME 
RETAINED FOR USE IN THE BUSINESS 


Income retained for use in the business at beginning of year 
Net income for the year 

Cash dividends declared—56£ and 32c:, respectively 
Income retained for use in the business at end of year 

See Notes to Consolidated Financial Statements. 


Fiscal Year Ended 


January 25, 
1978 

S 1,111,590,000 
302,919,000 
(68,064,000) 
$ 1,346,445,000 


January 26, 
1977 

$ 883,756,000 
266,574,000 
(38,740,000) 
$1,111,590,000 
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Assets 

January 25, 
1978 

January 26, 
1977 

Current Assets: 

Cash 

S 102,535,000 

$ 106,225,000 

Certificates of deposit 

17,750,000 

23,655,000 

Marketable securities, at cost approximating market 

190,926,000 

282,158,000 

Accounts receivable 

58,564,000 

66,190,000 

Merchandise inventories 

2,148,645,000 

1,738,262,000 

Operating supplies and prepaid expenses 

33,691,000 

32,588,000 

Total current assets 

2,552,111,000 

2,249,078,000 

Investment in and Advances to 

Insurance Operations 

57,890,000 

47,464,000 

Other Assets and Deferred Charges 

50,192,000 

45,379,000 

Receivables from Sub-Tenants under direct financing leases 

12,495,000 


Fixed Assets, at cost: 

Land 

34,062,000 

28,409,000 

Buildings 

88,602,000 

89,782,000 

Leasehold improvements 

93,777,000 

84,328,000 

Furniture and fixtures 

761,066,000 

662,916,000 

Construction in progress 

40,763,000 

8,229,000 

Less—Depreciation and amortization 

1,018,270,000 

404,311,000 

873,664,000 

350,013,000 

Total fixed assets owned 

613,959,000 

523,651,000 

Leased property under capital leases 

Total fixed assets 

141,463,000 

755,422,000 

523,651,000 


53,428,110,000 52,865,572,000 


Liabilities 

Current Liabilities: 

Portion of long-term debt due within one year 

Obligations under capital leases due within one year 

$ 1,381,000 

3,027,000 

$ 1,388,000 

Accounts payable—trade 

870,039,000 

761,511,000 

Accrued taxes, other than U.S. and foreign income taxes 

99,368,000 

79,328,000 

Accrued payrolls and other liabilities 

184,830,000 

175,043,000 

Dividends payable 

17,031,000 

9,696,000 

U.S. and foreign income taxes 

104,008,000 

108,068,000 

Total current liabilities 

1,279,684,000 

1,135,034,000 

Deferred Gain on Sales and Leasebacks 

7,770,000 

8,073,000 

Deferred U.S. and Foreign Income Taxes 

71,385,000 

61,026,000 

Long-Term Debt, less portion due within one year 

Obligations Under Capital Leases, less portion due within one year 

210,798,000 

152,113,000 

210,858,000 

Minority Interest in Australian Subsidiary 

18,543,000 

8,788,000 

Stockholders’ Equity: 

Common stock 

121,650,000 

121,205,000 

Capital in excess of par value 

219,722,000 

208,998,000 

Income retained for use in the business 

1,346,445,000 

1,111,590,000 

Total stockholders’ equity 

1,687,817,000 

$3,428,110,000 

1,441,793,000 

$2,865,572,000 


See Notes to Consolidated Financial Statements. 
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CONSOLIDATED STATEMENTS OF CHANGES 
IN FINANCIAL POSITION 



Fiscal Year Ended 


January 25, 

January 26, 


1978 

1977 

Financial Resources Were Provided by: 



Net income for the year 

Add (deduct) income charges (credits) not affecting working capital— 

$302,919,000 

$266,574,000 

Depreciation and amortization: 



Leased property under capital leases 

2,101,000 


Fixed assets owned 

64,513,000 

55,877,000 

Increase in deferred U.S. and foreign income taxes 

10,359,000 

9,959,000 

Undistributed net income from insurance operations 

(1,940,000) 

(344,000) 

Other 

(12,219,000) 

(5,134,000) 

Working capital provided by operations 

365,733,000 

326,932,000 

Obligations incurred under capital leases 

155,960,000 


Proceeds from sale of fixed assets 

6,582,000 

4,018,000 

Sale of common stock under stock option and purchase plans 

11,169,000 

16,134,000 

Other 

25,152,000 

9,064,000 


564,596,000 

356,148,000 

Financial Resources Were Used for: 



Additions to fixed assets: 



Leased property under capital leases 

143,564,000 


Purchase of fixed assets owned 

161,996,000 

123,166,000 

Increase in receivables from sub-tenants under direct financing leases 

12,396,000 


Cash dividends declared 

68,064,000 

38,740,000 

Increase in investment in and advances to insurance operations 

8,535,000 

6,660,000 

Reduction in long-term debt and lease obligations 

5,602,000 

1,388,000 

Other 

6,056,000 

12,885,000 


406,213,000 

182,839,000 

Increase in Working Capital 

$158,383,000 

$173,309,000 

Analysis of Changes in Working Capital: 



Increase (decrease) in current assets— 



Cash and certificates of deposit 

$ (9,595,000) 

$ (3,632,000) 

Marketable securities 

(91,232,000) 

34,458,000 

Accounts receivable 

(7,626,000) 

14,900,000 

Merchandise inventories 

410,383,000 

357,793,000 

Operating supplies and prepaid expenses 

1,103,000 

877,000 


303,033,000 

404,396,000 

Increase (decrease) in current liabilities— 



Long-term debt due within one year 

(7,000) 

22,000 

Obligations under capital leases due within one year 

3,027,000 


Accounts payable—trade 

108,528,000 

197,385,000 

Accrued taxes, other than U.S. and foreign income taxes 

20,040,000 

2,452,000 

Accrued payrolls and other liabilities 

9,787,000 

63,992,000 

Dividends payable 

7,335,000 

2,458,000 

U.S. and foreign income taxes 

(4,060,000) 

(35,222,000) 


144,650,000 

231,087,000 

Increase in Working Capital 

$158,383,000 

$173,309,000 


See Notes to Consolidated Financial Statements. 
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NOTES TO CONSOLIDATED 
FINANCIAL STATEMENTS 


(A) Summary of Significant Accounting Policies 
Fiscal Year: The company’s fiscal year ends on the last 
Wednesday in January. Fiscal years 1977 and 1976 both 
comprised 52 weeks and ended on January 25, 1978, and 
January 26, 1977, respectively. 

Basis of Consolidation: All majority-owned retailing sub¬ 
sidiaries have been included in the consolidated financial 
statements. Other affiliated retailing companies in which 
the company has more than a 20% interest are accounted 
for by use of the equity method. The company’s invest¬ 
ment in its wholly-owned insurance operations is included 
in the accounts on the equity method. All significant 
intercompany transactions and accounts have been elimi¬ 
nated in consolidation. 

Foreign Operations: The company translates substantially 
all foreign currency accounts into U.S. dollars at exchange 
rates in effect at the end of each period for current assets 
(excluding inventories) and for substantially all liabilities; 
at historical exchange rates for inventories, property and 
related depreciation, and all other noncurrent assets; and 
at average exchange rates during the period for revenue 
and expenses. Exchange gains or losses are included in 
net income. 

Inventory: Merchandise inventories are valued at the 
lower of cost or market, using the retail method, on the 
last-in, first-out basis for certain domestic inventories and 
the first-in, first-out basis for the remainder. 

Properly, Plant and Equipment: Land, buildings, leasehold 
improvements and equipment are recorded at cost. Major 
replacements and refurbishings are charged to the prop¬ 
erty accounts while replacements, maintenance and repairs 
which do not improve or extend the life of the respective 
assets are expensed currently. 

Generally, in the case of ordinary retirements, the cost of 
properties is charged to the allowance for depreciation 
and, in the case of extraordinary retirements such as those 
resulting from abandonments of locations and complete 
rebuilding ai locations, the cost of properties retired and 
the accumulated depreciation thereon are eliminated from 
the accounts and the resulting gain or loss is taken into 
income. 

Depreciation: The company computes depreciation of 
fixed assets principally on the straight-line method for 
financial statement purposes and on accelerated methods 
for income tax purposes. Most store properties are leased. 


and improvements are amortized over the term of the 
lease but not more than 25 years. Other annual rates used 
in computing depreciation for financial statement pur¬ 
poses are 2% to 5% for buildings, 10% for store fixtures 
and 2% to 33% for other fixtures and equipment. 

Sales and Leasebacks: Gains or losses on sale and lease¬ 
back transactions are deferred and recognized in income 
over the initial terms of the leases. 


Leased Property Under Capital Leases: See Note (G). 


Licensee Sales: The company’s policy is to exclude sales 
of licensed departments from total sales. 

Pre-Opening Costs: The company follows the practice of 
treating as current period expenses, those store operating 
costs incurred prior to opening a new retail unit. 


Income Taxes: Deferred income taxes are provided on 
non-permanent differences between financial statement 
and taxable income, resulting principally from the use for 
tax purposes of accelerated depreciation methods. 


The company accrues appropriate U.S. and foreign taxes 'J Ef 
payable upon distribution of earnings of subsidiaries, 
except on those earnings which have been or are intended 
to be permanently reinvested, or which are expected to 
be distributed free of additional tax by operation of 
relevant statutes currently in effect and by utilization of 
available tax credits and deductions. 


Investment Credit: The company uses the “flow through” 
method of accounting for investment credit whereby 
income tax expense is reduced for the period in which 
expenditures create the tax benefit. 
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(B) Merchandise Inventories 

A summary of inventories by method of pricing and the 
excess of current cost over stated LIFO value follows: 



January 25, 

January 26, 

Last-in, first-out 
(cost not in excess 

1978 

1977 

of market) 

Lower of cost (first-in. 

$1,497,685,000 

$1,168,588,000 

first-out) or market 

650,960,000 

569,674,000 

Excess of current cost 
over stated LIFO 

$2,148,645,000 

$1,738,262,000 

value 

$ 72,797,000 

$ 53,100,000 


(C) Insurance Operations 

The consolidated financial statements of the company 
include (on the equity method of accounting) the net 
assets and operating results of its insurance operations. 
Planned Marketing Associates, Inc. The condensed con¬ 
solidated financial statements of the insurance operations 
of Planned Marketing Associates, Inc. and its subsidiaries 
at December 31, 1977 and 1976, and for the years then 
ended are as follows: 

Condensed Consolidated Statements of Income 

Year Ended December 31, 


Premium income 

1977 

1976 

Life 

$11,334,000 

$ 8,589,000 

Accident and health 

43,517,000 

54,851,000 

40,785,000 

49,374,000 

Insurance commissions 

4,398,000 

4,347,000 

Investment income 

4,968,000 

3,000,000 

Other 

571,000 

386,000 

Total 

64,788,000 

57,107,000 

Costs and expenses 

Income before 
income taxes and 

62,836,000 

56,215,000 

extraordinary item 

1,952,000 

892,000 

Provision for income taxes 
Income before 

669,000 

548,000 

extraordinary item 
Utilization of operating loss 
carryforward 

1,283,000 

657,000 

344,000 

Net income 

$ 1,940,000 

$ 344,000 


Condensed Consolidated Balance Sheets 


December 31, 


Assets 

1977 

1976 

Cash 

$ 4,223,000 

$ 8,592,000 

Receivables 

Investments (market 
$70,206,000 and 
$51,500,000, 

4,932,000 

7,388,000 

respectively) 

Other assets, principally 
deferred policy 

71,275,000 

51,296,000 

acquisition costs 

49,818,000 

44,578,000 

Liabilities 

$130,248,000 

$111,854,000 

Policy and claim reserves 

$ 61,920,000 

$ 47,774,000 

Income taxes 

1,660,000 

2,114,000 

Other liabilities 

Equity of K mart 

8,778,000 

14,502,000 

Corporation 

57,890,000 

47,464,000 


$130,248,000 

$111,854,000 


(D) Compensating Balances and Current Notes Payable 
The maximum amounts of aggregate short-term borrow¬ 
ings outstanding during 1977 and 1976 were $172,694,000 
and $146,009,000, respectively. The approximate average 
short-term borrowings outstanding during 1977 and 1976 
were $101,842,000 and $72,345,000, respectively, at the ap¬ 
proximate weighted average interest rate of 5.9% for both 
years. The weighted average interest rates were calculated 
using the average short-term borrowings for the year and 
the related interest expense. 

Arrangements were made with various lending banks dur¬ 
ing the year for an aggregate line of credit of $162,755,000 
at interest rates approximating the “prime” lending rate, 
none of which was being used at January 25, 1978. Under 
such arrangements, it is expected that compensating 
balances will be maintained on deposit with the banks, 
which will average 10% of the line to the extent that it is 
not in use and an additional 10% on that portion being 
used. The company is free to withdraw the entire balance 
in their accounts at any time. 
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(£) Estimated Income Taxes 

The effective income tax rate is reconciled to the Federal 
statutory rate as follows: 

Fiscal Year Ended 


Book income before 

January 25, 
1978 

January 26, 
1977 

income taxes 

Tax thereon, computed 

$578,194,000 

$497,940,000 

at statutory rate (48%) 
Increases (reductions) 
in taxes resulting from: 
State and local 
income taxes, net 
of Federal income 

$277,533,000 

$239,011,000 

tax benefit 

16,593,000 

8,451,000 

Investment tax credit 
Foreign income 
subject to foreign 
income tax but not 
expected to be 
subject to U.S. tax 

(10,253,000) 

(10,355,000) 

in foreseeable future 

(474,000) 

(800,000) 

Other 

(6,184,000) 

(4,597,000) 

Estimated income taxes 

$277,215,000 

$231,710,000 

Effective rate 

Tax effects of major 
timing differences are: 
Excess of tax 
depreciation over 

47.9% 

46.5% 

book depreciation 

$ 10,359,000 

$ 9,959,000 

Other 

(2,213,000) 
$ 8,146,000 

(4,990,000) 
$ 4,969,000 


The current liability for U.S. and foreign income taxes 
includes $781,000 at January 25, 1978, and $2,994,000 at 
January 26, 1977, arising from the tax effects of timing 
differences related principally to property taxes net of 
certain book expenses not currently deductible for tax 
purposes. The amounts shown on the balance sheets for 
deferred U.S. and foreign income taxes result from the 
difference between financial statement and income tax 
depreciation. 

Undistributed earnings of subsidiaries which have been 
or are intended to be permanently reinvested, or which 


are expected to be distributed free of additional tax by 
operation of relevant statutes currently in effect and by 
utilization of available tax credits and deductions, totaled 
approximately $338,000,000 at January 25, 1978. 


(F) Long-Term Debt 


6% convertible 
subordinated debentures 
due 1999 

47s% notes payable in 
varying amounts through 
December 16,1983 
($1,250,000 due within 
one year) 

Other 

Portion due within 
one year 


January 25, January 26, 
1978 1977 

$200,000,000 $200,000,000 


8,500,000 9,750,000 

3,679,000 2,496,000 

212,179,000 212,246,000 

1,381,000 1,388,000 

$210,798,000 $210,858,000 


The debentures due 1999 are convertible into common 
stock at $35.50 a share. The indenture relating to the 
debentures provides that the company shall pay 
$11,000,000 into a sinking fund on July 15 each year from 
1985 to 1998, inclusive. The debentures are subject to 
redemption through the sinking fund at 100% of the 
principal amount, or at any time at the option of the 
company at prices declining from 106% to 100% of the 
principal amount after July 15, 1994. At January 25,1978, 
5,633,803 shares of authorized common stock are reserved 
for conversion. 

Under the long-term note agreement, $644,385,000 of 
income retained for use in the business at January 25, 
1978, is available for payment of cash dividends. 

Principal payments on long-term debt for the five years 
subsequent to January 25, 1978, are: 1979—$1,381,000; 
1980-$1,375,000; 1981—$1,314,000; 1982—$1,318,000; 
1983—$1,322,000. 


27 
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(G) Leases 

During 1976, the Financial Accounting Standards Board 
issued Statement of Financial Accounting Standards No. 
13 (FAS 13)—Accounting for Leases. The provisions of 
FAS 13 derive from the view that leases which transfer 
substantially all of the benefits and risks incident to the 
ownership of property should be accounted for as the 
acquisition of an asset and the incurrence of an obligation 
by the lessee (i.e. capital leases). Under this method of 
accounting for leases, the asset is amortized on a straight- 
line basis and the obligation, including interest thereon, 
is liquidated over the life of the lease. All other leases 
should be accounted for by recording periodic rental 
expense over the life of the lease (i.e. operating leases). 

Prior to 1977, the company accounted for all leases of retail 
facilities as operating. However, capital leases relating to 
retail facilities opened in 1977 of approximately $156 
million were recorded as obligations under capital leases 
with a corresponding increase in fixed assets or receivables 
from sub-tenants, when applicable. The effect of this change 
was to decrease 1977 net income for the year by $556,000, 
which is reconciled as follows: 


Effect on 1977 
Net Income 
for the Year 
(Increase) 
Decrease 


Minimum lease payments relating to 
capitalized leases $(5,425,000) 

Amortization of leased property under 
capital leases 2,101,000 

Interest expense related to obligations 
under capital leases (included in cost of 
merchandise sold) 4,295,000 

Currency fluctuation loss 46,000 

Decrease in income before estimated 
income taxes 1,017,000 

Estimated income taxes—timing differences (461,000) 
Decrease in net income for the year $ 556,000 


Additionally, while FAS 13 requires that capital leases 
entered into prior to 1977 be recorded retroactively no 
later than 1981, the Securities and Exchange Commission 
generally requires retroactive application in 1978 and the 
company intends to comply. Under the company’s present 
understanding of the criteria, if FAS 13 had been retro¬ 
actively adopted in 1977 for leases relating to retail 


facilities opened prior to 1977, including sales and lease- . 
backs, the effect on the accompanying financial statements 
would have been as follows: 

Fiscal Year Ended 
January 25, January 26, 
1978 1977 

Increase (Decrease) 

$ 958,724,000 $1,007,476,000 


$ 100,945,000 $ 109,026,000 
$ (7,770,000) $ (8,073,000) ' 

$ (36,424,000 ) $ (28,084,000 ) , 
$1,131,725,000 $1,174,540,000 


$ (29,635,000) $ (25,305,000 ) 

$ (4,330,000 ) $ (5,062,000) ; 


$(■03) $(.04) 

The caption “Net income for the year,” shown above, 
includes currency fluctuation gains of $4,841,000 in 1977 
and $3,377,000 in 1976. If such currency fluctuations had 
been excluded from the caption “Earnings per common 
and common equivalent share,” the resultant per share 
charge would have been $.07 in both 1977 and 1976. 

Description of Leasing Arrangements: The company con¬ 
ducts operations primarily in leased facilities. Store leases 
are generally for terms of 25 years with multiple five-year 
renewal options which allow the company the option to 
extend the life of the lease up to 50 years beyond the 
initial noncancellable term. Certain leases provide for 
additional rental payments based on sales volume in 
excess of a specified base. Also, certain leases provide for 
the payment by the lessee of executory costs (taxes, main¬ 
tenance and insurance), and selling space has been sublet 
to other retailers in certain of the company’s leased 
facilities. 


Financial Statement 
Caption 

Leased property under 
capital leases 
Receivables from 
sub-tenants under 
direct financing 
leases 

Deferred gain on sales 
and leasebacks 
Deferred U.S. and 
foreign income taxes 
Obligations under 
capital leases 
Income retained for 
use in the business 
at end of year 
Net income for 
the year 

Earnings per common 
and common 
equivalent share 
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Capital Leases: The following is an analysis of leased 
property under capital leases: 

Balance at 
January 25, 1978 


Operating Leases: The following is a schedule, by years, of 
future minimum rental payments required, less minimum 
sublease rental income, under operating leases that 
have initial lease terms in excess of one year as of 
January 25, 1978: 


Retail facilities $143,564,000 

Less accumulated amortization (2,101,000) 

$141,463,000 


The following is a schedule, by years, of future minimum 
lease payments under capital leases and amounts receiv¬ 
able from sub-tenants under direct financing leases to¬ 
gether with the present value of the net minimum lease 
payments payable and receivable as of January 25, 1978: 


Fiscal Year Ended 
January: 

Minimum 

Lease 

Payments 

Sub-Tenant 
Lease Payments 
Receivable 

1979 

5 18,083,000 

$ 1,215,000 

1980 

18,083,000 

1,215,000 

1981 

18,083,000 

1,215,000 

1982 

18,083,000 

1,215,000 

1983 

18,083,000 

1,215,000 

Later years 

Total minimum lease 

356,478,000 

24,399,000 

payments 

Less amount repre¬ 
senting estimated 
executory costs 

Net minimum lease 

446,893,000 

(90,631,000) 

30,474,000 

payments 

Less amount repre¬ 

356,262,000 

30,474,000 

senting interest 
Present value of net 
minimum lease 
payments of which 
$3,027,000 and 
$165,000 are 
included in 
current liabilities 
and current assets. 

(201,122,000) 

(17,814,000) 

respectively 

$155,140,000 

$12,660,000 


Fiscal Year Ended 
January: 

1979 

1980 

1981 

1982 

1983 

Later years 

Total minimum payments required 
Minimum sublease rental income 
Net minimum annual rentals 


$ 269,230,000 
268,066,000 
266,541,000 
265,135,000 
263,662,000 
3,589,088,000 
4,921,722,000 
(207,487,000) 
54,714,235,000 


The following schedule shows the composition of total 
rental expense for all operating leases except those with 
terms of a month or less that were not renewed: 

Fiscal Year Ended 
January 25, January 26, 
1978 1977 

$288,434,000 5251,539,000 

18,371,000 15,436,000 

(28,039,000) (29,055,000) 

$278,766,000 5237,920,000 


Minimum rentals 
Rentals based on sales 
volume 

Less sublease rentals 
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(H) Segment and Geographic Information 

A dominant portion of the company’s operations are in a single industry; retailing general merchandise through the ; 
operation of a chain of discount department stores. ! 

In addition, the company has both domestic and foreign operations which are summarized as follows: 




Fiscal Year 

Ended January 25,1978 


( Millions ) 

U.S. 

Canada 

Australia 

Adjustments 

Consolidated 

Sales 

Net income from retail operations 

$9,064.2 

$572.1 

$305.1 


$9,941.4 

before currency fluctuation 

$ 289.6 

$ 15.2 

$ 9.0 

$ (4.6) 

$ 309.2 

Currency fluctuation gain Goss) 

.9 

(8.8) 

(•6) 

.3 

(8.2) 

Net income from retail operations 

Net income from insurance operations 

Net income for the year 

$ 290.5 

$ 6.4 

$ 8.4 

$ (4.3) 

301.0 

1.9 
$ 302.9 

Identifiable assets 

Investment in and advances 
to insurance operations 

Total assets 

$3,010.2 

$198.9 

$161.1 


$3,370.2 

57.9 

$3,428,1 




Fiscal Year Ended January 26,1977 


( Millions) 

U.S. 

Canada 

Australia 

Adjustments 

Consolidated 

Sales 

Net income from retail operations 

$7,552.2 

$570.9 

$258.8 


$8,381.9 

before currency fluctuation 

$ 253.1 

$ 8.4 

$ 3.9 

$ (2.1) 

$ 263.3 

Currency fluctuation gain (loss) 

(2.6) 

3.9 

2.6 

(.9) 

3.0 

Net income from retail operations 

Net income from insurance operations 

Net income for the year 

$ 250.5 

$ 12,3 

$ 6.5 

$ (3.0) 

266.3 

.3 

$ 266.6 

Identifiable assets 

Investment in and advances 
to insurance operations 

Total assets 

$2,548.9 

$178.1 

$ 91.1 


$2,818.1 

47.5 

$2,865.6 


100% of sales and net income from Australian retail operations have been included under the caption “Australia”. 
The 49% minority interest which exists with respect to Australian retail operations is deducted from net income from 
retail operations under the caption “Adjustments”. Transfers between geographic areas are insignificant. Identifiable 
assets are those assets of the company that are identified with operations in a specific geographic area. Corporate assets 
(assets which are used by two or more geographic operations) are insignificant. Currency fluctuations comprise the effect 
of exchange rate changes recognized when financial statements of foreign operations are translated into U.S. dollars. 
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(I) Stockholders’ Equity 

: Changes in stockholders’ equity other than income retained for use in the business for the fiscal years ended January 25, 
1978, and January 26,1977, were as follows: 

Common Stock 

(Authorized 250,000,009 Shares 
S1.00 Par Value) 

Capital in 


Balance January 28, 1976 

Shares 

Outstanding 

120,622,148 

Amount 

$120,622,000 

Excess of 
Par Value 

$193,447,000 

Common stock sold under stock option 
and purchase plans 

582,622 

583,000 

15,551,000 

Balance January 26, 1977 

121,204,770 

121,205,000 

208,998,000 

Common stock sold under stock option 
and purchase plans 

445,011 

445,000 

10,724,000 

Balance January 25, 1978 

121,649,781 

$121,650,000 

$219,722,000 


, Ten million shares of no par value preferred stock with voting and cumulative dividend rights were authorized in 1969 
primarily for possible use in acquisitions, but there are currently no plans for its use. 

At January 25, 1978, there was a total of 10,679,937 shares of common stock reserved for possible issuance under the 
company’s Stock Option Plan, Stock Purchase Incentive Plan and for conversion of the 6% convertible subordinated 
, debentures. 


(J) Earnings Per Common and Common Equivalent Share 
1 Earnings per common and common equivalent share 
. were computed by dividing net income by the weighted 

average number of shares of common stock and dilutive 
, common stock equivalents outstanding during each year. 
In making the computation for 1977 and 1976, common 
‘ shares at the beginning of the year were increased by the 
. number of shares issuable on conversion of the 6 % con- 
i vertible debentures (issued in 1974) and net income was 
adjusted for interest expense net of the related tax effect. 
The number of common shares in both years was in¬ 
creased by the number of shares issuable under the Stock 
Option and Stock Purchase Incentive Plans, less the 
number of shares which were assumed to have been pur¬ 
chased at average market prices with the proceeds of 
sales under the plans. 

(K) Pension Plans 

The company and its subsidiaries have non-contributory 
pension plans covering most employees. Total pension 
expense for 1977 was $27,455,000 as compared with 
$24,347,000 for 1976. The company’s policy is to fund 
pension costs accrued. At December 31, 1977, fund assets 
were in excess of the value of vested benefits. 


(L) Stock Purchase Incentive and Option Plans 
Information on Stock Purchase Incentive and Option 
Plans is summarized below: 

STOCK PURCHASE INCENTIVE PLAN 

Number of Shares 


Shares available for purchase 

1977 

1976 

at beginning of year 

Shares purchased during the 
year through payroll 
deduction at $24.07 and 

4,500,000 

1,034,032 

$27.36 a share, respectively 
Shares reserved but not 
purchased under the 1971 

(443,611) 

(436,617) 

plan (terminated in 1976) 
Shares which became available 
for purchase under the 


(597,415) 

1976 plan 

Shares available for purchase 


4,500,000 

at end of year 

4,056,389 

4,500,000 


Under the Stock Purchase Incentive Plan approved by the 
stockholders in May 1976, employees of the company or 
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of certain subsidiaries who have completed one year of 
service are eligible to purchase, at the lower of 85% of 
the market value on the first or last day of each plan year, 
4,500,000 shares of common stock through June 1981. 


STOCK OPTION PLANS 


Available for grant at 
beginning of year 
Under option at beginning of 
year ($28.83 to $38.15 per share) 
Options: 

Granted (829.31 to $34.94 
per share) 

Exercised ($28.83 to $38.15 
per share) 

Cancelled ($28.83 to $38.15 
per share) 

Under option at end of year 
($29.31 to $38.15 per share) 
Options exercisable at end of 
year ($29.31 to $38.15 per share) 
Available for grant at end of year 


Number of Shares 
1977 1976 

173,580 

203,300 

1,041,675 

1,165,459 

166,600 

53,600 

1,210 

108,194 

255,500 

69,190 

951,565 

1,041,675 

812,473 

37,780 

767,523 

173,580 


In June 1973, the stockholders approved the 1973 Stock 
Option Plan. Any option granted under the 1973 plan 
shall, as designated by the Stock Option Committee at the 
time of the grant, be either an option, which is qualified 
under the Internal Revenue Code, as amended (a “Quali¬ 
fied” option) or an option which is not qualified (a “Non- 
Qualified” option). Under the 1973 plan, 1,000,000 shares 
were reserved for granting of options to officers and key 
employees at 100% of the fair market value on the date of 
grant. Options under this plan expire from five to ten 
years after the date of grant and are exercisable in annual 
installments, except that options granted to optionees over 
age 61 at the date of grant are exercisable in total at 
such date. 

Under a qualified stock option plan approved by the 
stockholders in May 1969, options to purchase 1,200,000 
shares of common stock could be granted to officers and 
key employees at 100% of the fair market value on the 
date of grant. Options expired five years from the date of 
grant and were exercisable in annual installments, except 
that options granted to optionees over age 61 at the date 
of the grant were exercisable in total at such date. In 


April 1973, the Board of Directors of the company dis¬ 
continued the 1969 plan except as to outstanding options, ■ 
all of which have been exercised or cancelled as of. 
January 25, 1978. 

(M) Replacement Cost (Unaudited) 

The company’s annual report on Form 10-K (a copy of ' 
which is available upon request) contains specific infor-. 
mation with respect to replacement costs of inventories 
and productive capacity (including noncapitalized leases for 
retail facilities) for the two-year period ended January 25," 
1978, and the approximate effect which replacement _ 
cost would have had on the computation of cost of sales . 
and depreciation expense for the two years then ended. 

The basic objective of replacement cost information as 
defined by the Securities and Exchange Commission is to ■ 
estimate the cost of maintaining operating and productive 
capacity. The company has historically been able to main- ■ 
tain its gross margin percentages in periods of inflation. 
Along with maintaining gross margins on sales, it is with 
the high turnover of inventory investments that revenues 
are generated to provide for replacement of productive; 
capacity. 

The company cautions against “simplistic” use of replace¬ 
ment cost information. For example, the information' 
excludes the effect of price level changes on balance sheet. 
accounts other than inventory and fixed assets (including • 
noncapitalized leases for retail facilities). Accordingly, it 
is management's view that computing net income using' 
the effect of replacement cost data may be misleading. ■ 
The impact of replacement cost on inventories and' 
related cost of sales has been substantially accounted for i 
by the company through the use of the LIFO method of: 
inventory valuation and the required inventory disclosures 
of related regulations. The impact of inflation has resulted 
in higher replacement costs per square foot of productive 
capacity. Such inflation increases have been offset by 
corresponding increases in sales per square foot. 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 




' (N) Quarterly Financial Information (Unaudited) 

Each of the quarters contains 13 weeks. 

CONSOLIDATED STATEMENTS OF INCOME (Unaudited) 

( Millions ) 


1977 

Sales 

Licensee fees and rental income 

Gross revenue 

Cost of merchandise sold 

Selling, general and administrative expenses 

Interest—net 

Income before estimated income taxes 
Estimated income taxes 
Income from retail operations 
Net income from insurance operations 
Net income 

Earnings per common and common equivalent share 


1976 

Sales 

Licensee fees and rental income 

Gross revenue 

Cost of merchandise sold 

Selling, general and administrative expenses 

Interest—net 

Income before estimated income taxes 

Estimated income taxes 

Income from retail operations 

Net income (loss) from insurance operations 

Net income 

Earnings per common and common equivalent share 


Quarter 


First 

Second 

Third 

Fourth 

$2,016.8 

$2,336.9 

$2,404.7 

$3,183.0 

25.4 

30.3 

30.6 

36.8 

2,042.2 

2,367.2 

2,435.3 

3,219.8 

1,505.4 

1,724.5 

1,808.9 

2,344.1 

449.1 

505.2 

498.9 

638.0 

2.4 

2.8 

4.8 

2.2 

85.3 

134.7 

122.7 

235.5 

42.8 

65.7 

61.1 

107.6 

42.5 

69.0 

61.6 

127.9 

.5 

.5 

.5 

.4 

S 43.0 

$ 69.5 

$ 62.1 

$ 128.3 

$.35 

$.56 

$.50 

$1.02 


Quarter 

First 

Second 

Third 

Fourth 

SI,683.1 

$1,986.7 

$2,029.4 

$2,682.7 

23.8 

25.8 

26.4 

25.7 

1,706.9 

2,012.5 

2,055.8 

2,708.4 

1,275.2 

1,491.4 

1,522.6 

1,933.1 

350.1 

406.3 

426.0 

572.6 

.9 

2.4 

3.6 

1.5 

80.7 

112.4 

103.6 

201.2 

37.7 

54.2 

48.6 

91.2 

43.0 

58.2 

55.0 

110.0 

U) 

(.2) 

.5 

.2 

$ 42,9 

$ 58.0 

$ 55.5 

$ 110.2 

$.35 

$.47 

$.45 

$.88 


Cost of merchandise sold was calculated during each 
interim period utilizing estimated gross profit rates, in¬ 
cluding an estimate of inflation in the prices of merchan¬ 
dise purchased during the year. If the results of the 
physical inventory and the annual rate of inflation deter¬ 
mined by using the Bureau of Labor Statistics Depart¬ 
ment Store Index had been known on a quarterly basis. 


earnings per share would have been increased (decreased) 
as follows: 


Quarter 

1977 

1976 

First 

$.01 

$ .04 

Second 

.01 

.04 

Third 

.01 

.02 

Fourth 

(.03) 

(.10) 
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DIRECTORS 


OFFICERS 


A. H. Aymond 4 5 

Chairman of the Board of 
Consumers Power Company 

Arnold H. Bachner 

Chairman of the Board and 
Chief Executive Officer of 
K mart Apparel Corp. 

William H. Baldwin 123 

President and a Trustee of 
The Kresge Foundation 

Henry T. Bodman 2 4 

Director and Retired Chairman of the Board of 
National Bank of Detroit 

Morgan Collins 2 3 5 

Professor Emeritus of Business Administration, 
Graduate School of Business Administration, 
University of Michigan 
Harry B. Cunningham 1245 
Honorary Chairman of the Board 

Robert E. Dewar 1 2 

Chairman of the Board 
Bernard M. Fauber 1 2 
Senior Executive Vice President 
Carl A. Gerstacker 
Chairman of Finance Committee of 
The Dow Chemical Company 

Martha W. Griffiths 1 2 3 4 

Partner, Law Firm of Griffiths & Griffiths 
Russell A. Hansen 
Executive Vice President 

David B. Harper 5 

President of Gateway National Bank of St. Louis 

Rolland Lawson 

President and Managing Director of 
K mart Canada Limited 

Paul W. McCracken 2 34 

Edmund Ezra Day University Professor of 
Business Administration, Graduate School of 
Business Administration, University of Michigan 

Grant W. Morck 

Executive Vice President 

Robert W. Purcell 2 

Business Consultant to 
Rockefeller Family & Associates 

Walter H. Teninga 12 
Vice Chairman of the Board 
Ervin E. Wardlow 1 2 

President 

1 Member of Executive Committee 

2 Member of Finance Committee 

3 Member of Audit Committee 

4 Member of Compensation Committee 

5 Member of Stock Option Committee 


Robert E. Dewar, Chairman of the Board 
and Chief Executive Officer 
Walter H. Teninga, Vice Chairman of the Board 
and Chief Financial 
and Development Officer 
Ervin E. Wardlow, President 
and Chief Operating Officer 
Bernard M. Fauber, Senior Executive 
Vice President and 
Chief Administrative Officer 
Grant W. Morck, Executive Vice President, 

Store Management 

Russell A. Hansen, Executive Vice President, 
Merchandising 

Robert E. Brewer, Senior Vice President, 
Accounting and 
Corporate Information Systems 
Richard H. Falck, Senior Vice President 
and Treasurer 

Samuel G. Leftwich, Senior Vice President, 
Personnel and Employee Relations 
Chester E. Boyd, General Vice President 
Edward C. Andrews, Vice President, 

Southern Region 

Carl L. Bloom, Vice President, Central Region 
Roger E. Davis, Vice President. 

General Counsel and Secretary 
Kenneth L. Dunkel, Vice President. 

Merchandise Systems and 
Distribution Center Operations 
John P. Johnson, Vice President. Real Estate 
Henry G. McIntosh, Vice President, 

Corporate Information Systems 
(Retired 1-25-78) 

Arthur E. Riley, Vice President. Eastern Region 
Harold O. Scarlett, Vice President, Construction 
A. Robert Stevenson, Vice President. 

Government and Public Relations 
David P. Walling, Vice President and 
General Controller 
Harold E. Wilcox, Vice President, 

Western Region 

Richard O. Williams, Vice President, Sales and 
General Merchandise Manager 
Lee W. Zane, Vice President, 

Midwestern Region 


Luhoin U.SA 
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EXECUTIVE OFFICES 


Kmart Corporation 

3100 West Big Beaver Road 
Troy, Michigan 48084 
Telephone (313) 643-1000 


SUBSIDIARIES 


Kmart Canada Limited 

Toronto, Ontario, Canada 
Rolland Lawson, President 
and Managing Director 

Kmart Apparel Corp. 

North Bergen, New Jersey 
Arnold H. Bachner, Chairman of the Board 
and Chief Executive Officer 
William A. Saum, President and 
Chief Operating Officer 

Kmart Enterprises, Inc. 

Royal Oak, Michigan 
E. James Haglund, President 
Donald E. Hodgson, 

Executive Vice President. Operations 

Kmart (Australia) Limited 

Melbourne, Victoria, Australia 
Bevan P. Bradbury, Managing Director 
Maxwell G. Parsons, 

Consulting Managing Director 

Planned Marketing Associates, Inc. 

Dallas, Texas 

Royce G. Hunter, President and 
Chief Executive Officer 


ANNUAL MEETING 

The Annual Meeting will be held Tuesday, 
May 23, 1978, at 9:00 a.m., Detroit time, 
at Kmart International Headquarters, 

3100 West Big Beaver Road, Troy, Michigan. 


'TRANSFER AGENTS 
AND REGISTRARS 

National Bank of Detroit 
Detroit, Michigan 

The Chase Manhattan Bank N.A. 
New York, New York 

United California Bank 
Los Angeles, California 


FORM 10-K 


A copy of the company’s Form 10-K 
annual report for 1977 to the 
Securities and Exchange Commission will be 
furnished without charge to any shareholder 
upon written request to: 

Mr. David P. Walling 
Vice President 
Kmart Corporation 
3100 West Big Beaver Road 
Troy, Michigan 48084 
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